
EXECUTIVE SUMMARY

There is no doubt that 2022 was a bruising year for most asset classes globally, and 
emerging markets (EM) corporates faced some particularly challenging circumstances. 
EM was battered by four major events—the invasion of Ukraine by Russia, China's 
Zero-Covid policies, the widespread financial distress in the Chinese homebuilder 
sector, and the sharp increase in yields of U.S. Treasuries. However, we see reasons for 
optimism. The stresses of the year have exposed investment opportunities in EM 
corporate debt, while also validating strengths of the asset class. In this context, global 
allocators now believe that EM corporate debt offers compelling value relative to other 
credit sectors. 
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EM corporates entered 2022 on a note of relative calm 
after two years of up and down performance. During a 
volatile 2020, which was  fueled by the global pandemic, 
the J.P. Morgan CEMBI Broad Diversified Index (CEMBI 
BD) returned 7.1%. In 2021, the benchmark’s return of 0.9% 
exceeded the return on EM sovereign debt—J.P. Morgan 
EMBI Global Diversified Index (EMBI GD)—which returned 
-1.8%. However, 2021 was a tale of two halves for EM 
corporates: positive returns in the first half of the year 
offset marginally negative returns in the second half. The 
negative momentum from the last half of 2021 continued 
into 2022, with the index down more than -2.5% by  
mid-February. From that point, the benchmark’s returns 
deteriorated as external and domestic events buffeted  
the asset class. By the end of 2022, the CEMBI Broad 
Diversified had returned -12.3%. 

Despite the stresses of 2022, resilient EM corporate 
fundamentals and supportive valuations will likely offer an 
investment opportunity in 2023. As global risk assets are 
expected to recover from the market dislocations of the 
past 12 months, the EM corporate asset class is well-
positioned to deliver positive returns for investors seeking 
exposure to global corporate credit.

How Do EM Corporates Fit Into a Global 
Corporate Portfolio?
In most global credit portfolios, EM corporates historically 
are positioned between EM sovereign hard currency debt 
and developed market corporate debt. While many EM 
companies are participants in global industries and are 
impacted by global macro events, EM corporate bonds are 
also tied to the market perceptions of their country of 
domicile. A handful of EM corporate borrowers are 
included in broad U.S. corporate debt indices, while a 
significant percentage of EM corporate bonds reside in 
EM sovereign portfolios as “off benchmark” positions. 
Accordingly, EM corporates sometimes have lacked strong 
institutional sponsorship. Nonetheless, over the last 10 
years, EM corporate debt issuance has exceeded that of 
U.S. high yield debt. In aggregate, the debt stock of EM 
corporates exceeds the outstanding debt of U.S. high 

yield companies in market value. While eligibility rules 
constrain the inclusion of many EM corporate bonds from 
the benchmark, the CEMBI BD is broadly diversified, 
comprising over 1,872 issues and 710 issuers from 59 
countries as of 31 December 2022.

FIGURE 1: HISTORICAL EM CORPORATE AND U.S. HIGH YIELD  
BOND ISSUANCE 
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As of 31 December 2022. Sources: JP Morgan, ICE BofAML, Stone Harbor Investment 
Partners. For illustrative purposes only. 

EM Corporate Debt Characteristics
We highlight some of the differences and similarities 
between the EM corporates, EM sovereigns, U.S. investment 
grade, and U.S. high yield debt in Figure 2. In aggregate, 
investment grade EM corporates have a similar rating profile 
to both EM sovereigns and U.S. investment grade. Within 
high yield, EM corporates rate two notches lower than U.S. 
high yield, on average. The duration of EM corporates is in 
line with that of U.S. high yield, but significantly shorter than 
U.S. investment grade and EM sovereigns. 

FIGURE 2: INDEX CHARACTERISTICS
 No. of  

Issues
Duration 
(years)

S&P Average 
Rating

EM Sovereign Debt 909 6.7 BB+

EM Sovereign Debt IG 508 7.9 A-

EM Sovereign Debt HY 401 5.5 B+
 

EM Corporate Debt 1,872 4.2 BB+

EM Corporate Debt IG 1,177 4.8 A-

EM Corporate Debt HY 695 3.4 B
 

U.S. Corporate HY 1,927 4.2 BB-
 

U.S. Corporate IG 7,344 7.1 A-

As of 31 December 2022. Sources: JP Morgan, ICE BofAML, Stone Harbor Investment 
Partners. EM Sovereign Debt: JP Morgan EMBI GD, EM Corporate Debt: JP Morgan CEMBI 
BD, US Corporate HY: ICE BofAML US HY Constrained Index, US Corporate IG: Bloomberg US 
Corporate Bond Index. For illustrative purposes only. 

Over the last 10 years, EM corporate debt 
issuance has exceeded that of U.S. high 
yield debt. In aggregate, the debt stock 
of EM corporates exceeds the outstanding 
debt of U.S. high yield companies in 
market value.
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Figure 3 below shows the historical spread differential 
between EM corporates and developed market 
corporates for different rating categories. With relatively 
similar profiles in market size, duration, and average 
rating, why do EM corporates generally trade at a spread 
premium to their developed market peers? While factors 
such as market liquidity, FX volatility, and idiosyncratic 
macro risks probably account for some of the spread 
premium, the uncertainty around bankruptcy rules in 
different EM jurisdictions and their perceived impact on 
recovery rates drive a large part of the historical difference 
in yields. 

FIGURE 3: EM CORPORATE—U.S. CORPORATE SPREAD 
DIFFERENTIAL
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As of 31 December 2022. Sources: JP Morgan, ICE BofAML, Stone Harbor Investment 
Partners. EM Corporate Debt: JP Morgan CEMBI BD, US Corporate HY: ICE BofAML US HY 
Constrained Index, US Corporate IG: Bloomberg U.S. Corporate Bond Index. For illustrative 
purposes only. 

Despite these perceptions, EM corporate default rates 
have not been significantly different than U.S. high yield 
default rates, as Figure 4 shows. The default rates for both 
sectors have mirrored each other over time, diverging only 
for short periods. The large divergence in the gross default 
rate this year reflected the technical default of Russian 
corporates and the collapse of the Chinese homebuilding 
sector due to excessive leverage and speculation.

FIGURE 4: FIXED INCOME DEFAULT RATES 
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As of 30 November 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For 
illustrative purposes only. 

More critical than default rates are recovery rates for 
bondholders of defaulted or restructured debt. While 
recovery rates are difficult to measure with precision, over 
time, recovery rates for EM corporate restructured bonds 
have been largely in line with those for U.S. high yield. 
Over the past 20 years, average recovery rates for 
defaulted EM corporates have been approximately 37%, 
compared to 40% for defaulted U.S. high yield. 
Nevertheless, one material difference persists: Different 
than the judicial process in the U.S., EM corporate debt 
restructurings tend to be negotiated out of court, directly 
with owners and management.  

While the liquidity of secondary markets is always a concern 
in credit markets, EM corporates compare favorably in size 
to U.S. high yield. As noted in Figure 5 below, the debt 
stock of EM corporate debt is approximately $2.5 trillion, 
including $299.0 billion of quasi-sovereign bonds. This 
compares to a total U.S. high yield debt stock of 
approximately $1.4 trillion. 

FIGURE 5: FIXED INCOME DEBT STOCK
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As of 31 December  2022. Sources: JP Morgan, ICE BofAML Stone Harbor Investment 
Partners. For illustrative purposes only. 

While 57.2% of the index constituents are rated investment 
grade, nearly 26% of the index is rated A or above. As 
shown previously in Figure 3, historically, the single A-rated 
category has not offered compelling spread premium 
relative to U.S. investment grade bonds, and as a result, a 
significant portion of the EM corporate index includes 
bonds that are not attractive alternatives. However, the 
opposite is true when comparing BBB-rated issues. In this 
rating segment, EM corporates have generally provided a 
more attractive spread pick-up at 50-60 basis points to U.S. 
investment grade bonds. 

While recovery rates are difficult to measure 
with precision, over time, recovery rates for 
EM corporate restructured bonds have been 
largely in line with those for U.S. high yield.
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FIGURE 6: EM CORPORATE RATING ALLOCATION

RATING WEIGHT IN INDEX

AAA 0.1%

AA 6.3%

A 19.5%

BBB 31.4%

Total IG 57.2%
BB 21.1%

B 12.8%

CCC & Below 8.8%

Total HY 42.8%

As of 31 December 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For 
illustrative purposes only. 

Sovereign Ceiling
Credit ratings for EM corporates have an additional layer of 
complexity relative to U.S. issuers. The major rating agencies 
generally limit the credit rating of any individual issuer in a 
particular country to that of the country’s sovereign rating. 
This “sovereign ceiling” often results in corporate issuers 
with investment grade credit metrics being rated as non-
investment grade. As a result, EM corporates often have 
credit metrics that are superior to their U.S. peer groups.

Of the 59 countries represented in the CEMBI BD, nearly 
half (29) have sovereign ratings below investment grade. For 
example, Brazil is currently rated BB- (S&P Global Ratings), 
Ba2 (Moody’s) and BB- (Fitch), and subsequently, the large 
majority of Brazilian corporate issuers are rated as high yield, 
even though many of them have investment grade credit 
metrics and often have stand-alone credit ratings above 
investment grade. Stand-alone ratings are based on the 
corporate’s business and financial risk and are not limited by 
the “sovereign ceiling” of the corporate’s home country. For 
example, Petrobras, the largest oil company in Brazil, has an 
anchor credit rating of BBB- from S&P Global Ratings. 
However, its U.S. dollar bonds are rated BB-. The rating 
agencies allow for some exceptions to this methodology if a 
corporate issuer has a material amount of its business and 
revenues outside of its primary country of operation.

Country Diversification
The CEMBI BD has a fairly wide dispersion of country 
weights. The largest single country constituent is China at 
7.0%. The next five largest countries all have weightings 
below 5.0%, as shown in the table below. 

FIGURE 7: TOP COUNTRY ALLOCATIONS

COUNTRIES WEIGHT IN INDEX

China 7.1%

Brazil 4.7%

Mexico 4.5%

Hong Kong 4.5%

India 4.3%

South Korea 4.3%

As of 31 December 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For 
illustrative purposes only. 

A large part of the Chinese index weight is comprised of  
property developers, which accounted for 1.5% of the 
benchmark at the start of 2022. The industry remained 
under stress, resulting in large number of defaults during 
2021 and 2022. As a consequence, Chinese property 
developers now account for a 0.9% weight in the index 
and the performance of the sector had an outsized 
negative impact on index returns.

EM corporates include a broad array of industry sectors 
including Utilities, Telecom, Oil & Gas, Metals & Mining, and 
Pulp & Paper. However, Financials are by far the largest 
industry weight in the CEMBI BD with a weight of 33.9%, 
encompassing both banks and non-bank institutions. For 
comparison, the next largest industry is Oil & Gas at 12.2%, 
followed by Utilities at 11.3%. Over 33.5% of the Financials in 
the index are rated single A or above. These bonds tend to 
offer spreads below 200 bps and are often closely held by 
local investors or banks, reducing secondary market liquidity. 
Recalling that approximately 20% of the index comprises 
countries rated A or above, A-rated banks from A-rated 
countries account for approximately 26% of the index.

ESG Issuance
Over the past several years, an increasing number of investors 
have been demanding more ESG diligence from issuers, 
especially in EM. EM corporates have responded to this trend 
by issuing a range of labeled bonds that seek to demonstrate 
the issuer’s commitment to ESG principles. Issuance of Green, 
Sustainability-Linked, and Social bonds has far outpaced 
growth in overall issuance. Initially, Green Bonds, whose 
proceeds are generally directed to climate-related or 
environmental projects, were the prevalent structure. However, 

The major rating agencies generally limit 
the credit rating of any individual issuer in 
a particular country to that of the country’s 
sovereign rating. This “sovereign ceiling” 
often results in corporate issuers with 
investment grade credit metrics being 
rated as non-investment grade.
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Sustainability-Linked bonds, which require the issuer to meet 
certain ESG metrics as defined in the indenture or incur 
additional interest costs, have begun to increase in popularity, 
and we believe this trend will continue.

FIGURE 8: ESG ISSUANCE UPTREND CONTINUED IN 2022
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As of 31 October 2022. Sources: JP Morgan, Bond Radar, Stone Harbor Investment Partners. 
For illustrative purposes only. 

Performance 
Over the past 20 years, EM corporates have grown and 
evolved as a truly investable asset class. The number of 
issuers, debt stock, and cross-over ownership have all grown 
during the period, providing increasing levels of liquidity 
and a global institutional investor base deploying strategic 
capital. However, the viability of any asset class ultimately is 
determined by returns and other investment performance 
metrics. Over the last 10 years, EM corporate high yield has 
displayed higher volatility than U.S. high yield. Conversely, 
EM investment grade corporates exhibit lower volatility than 
U.S. investment grade corporates. When examining total 
returns, EM high yield has performed in line with U.S. high 
yield over this period of time, while EM investment grade 
has outperformed U.S. investment grade and generates a 
significantly higher Sharpe Ratio. 

Given the limitations of passive or replication strategies to 
the CEMBI indices, an active investment approach provides 
investors with the best performance opportunities over an 
investing cycle. The majority of active strategies in this asset 
class have consistently outperformed the benchmark over 
longer term periods. This is not surprising, as dynamically 
selecting issuers, countries, and sector exposures based on 
fundamentals, macroeconomic insights, and market 
inefficiencies—as compared to passive exposures based on 
the screening criteria set by index providers—is a proven 
and preferred approach for investors.

It should be pointed out that in the case of investment 
grade, it can be misleading to compare the U.S. corporate 
market to that of EM. As was noted in Figure 2, the duration 
of the U.S. corporate investment grade benchmark is 
significantly longer than that of the EM corporate 

investment grade benchmark. Nevertheless, over the past 
10 years, EM corporate investment grade has delivered 
higher returns and a better Sharpe Ratio than U.S. corporate 
investment grade, despite the shorter duration. 

Another hallmark of the asset class is its ability to recover 
solidly from market sell-offs. Historically, during the largest 
monthly drawdowns for the CEMBI BD, the following 
12-month periods have generated positive total returns. 
During the 10 largest drawdowns, there have been positive 
returns 100% of the time, with the average subsequent 
12-month performance greater than 20%. As we have 
outlined previously, active strategies outperformed the 
index consistently, and this is even more so in the recovery 
period following significant market sell-offs (for example, in 
the Oct 2008 drawdown and subsequent 12-month period, 
70% of active managers outperformed the index with a 
median return of 56%. Source: eVestment). Given the recent 
market dislocation experienced in 2022, EM corporates 
experienced multiple months of drawdowns (per Figure 9).  
If the historical pattern holds up, we believe EM corporate 
debt is firmly poised for future positive returns. 

FIGURE 9:
MONTHLY  
DRAWDOWNS (%)

12 MONTHS POST 
DRAWDOWN RETURN (%)
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…an active investment approach provides 
investors with the best performance 
opportunities over an investing cycle. The 
majority of active strategies in this asset 
class have consistently outperformed the 
benchmark over longer term periods.
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Market Dislocation = Market Opportunity
EMs confronted unique challenges in 2022. The stress on 
Chinese property developers remained severe and 
contributed to the negative index returns for the year. The 
Russian invasion of Ukraine disrupted payment systems for 
Russian and Ukrainian corporate bond markets, as western 
actions on Russia, impaired the ability of Russian companies 
to make USD coupon and amortization payments. Further, 
many trading desks at large banks began to curtail market-
making activity. Ultimately, Russian corporate bonds were 
eliminated from the CEMBI BD on March 31, 2022. While 
Russia had been a significant weight in the index, the weight 
had been decreasing over the past several years and the 
contribution of Russian corporates to index returns had 
been negligible. 

The main driver of performance was the increase in U.S. 
Treasury yields. As Figure 10 below illustrates, in 2022, the 
magnitude of the move in U.S. Treasury yields and the 
level of negative returns dwarfs any period during the last 
15 years. Further, the widening in spreads for all the major 
asset classes also reached historical highs (outside of the 
Taper Tantrum and the COVID lockdowns).

The impact of rising U.S. Treasury yields enabled EM broad 
corporate bonds to outperform longer duration market 
segments including US investment grade debt and EM 
sovereign external debt, while EM high yield outperformed 
U.S. high yield by 144 bps in 2022. 

FIGURE 10:
LARGEST TROUGH-TO-PEAK  
YIELD INCREASES SINCE 2001

INVESTMENT GRADE TOTAL 
RETURNS
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As of 31 December 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For 
illustrative purposes only.

Given the various challenges in the markets during 2022, 
how are EM corporates positioned for a potential recovery 
in 2023 and beyond? 

The yield-to-worst (YTW) for the CEMBI BD was 4.3% on 
January 1, 2022, which represented an OAS spread of 318 
basis points. As of 31 December 2022, the YTW had risen to 
7.3%, with the option-adjusted-spread widening by 50 basis 
points in 2022. After an extended period of low interest 
rates when credit pricing and performance were driven 
primarily by spreads, 2022 shifted to a new paradigm. The 
combination of spread widening and steep increases in U.S. 
Treasury rates have now raised bond yields to levels that 
cushion against a reasonable additional spread widening or 
further increases in U.S. Treasury yields in the near term. 
Figure 11 below illustrates 12-month projected returns for 
the CEMBI BD under a range of spread and U.S. Treasury 
yield scenarios. Given the current yield of the index, under 
any scenario in the following table, the total return for the 
next twelve months is positive.

FIGURE 11: EM CORPORATE DEBT 12 MONTH FORWARD TOTAL 
RETURN
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As of 31 December 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For 
illustrative purposes only. 

Aside from elevated yields, EM corporates benefit from 
several positive technical drivers. 

The widening of index spreads and U.S. Treasury rates has 
resulted in a large part of the index now trading below par. 
On 31 December 2021, more than 66% of the CEMBI BD 
was trading at a price above par. By 31 December 2022, that 
percentage had fallen to 5%. More than 22% of the index 
now trades at a price of 85 or below. One of the implications 
of this development is that many in the index are effectively 
barred from the new issuance market. With new issuance for 
EM corporates, as well as U.S. high yield, extremely limited 
for much of 2022, the market has begun to speculate on how 
vulnerable EM corporates may be to refinancing risks. While 
it seems unlikely that the new issuance market will remain 
closed for EM corporates and U.S. high yield bond issuers 
through 2023, as of today, it is unclear when the capital 
markets may normalize. 
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Nevertheless, EM corporates are well positioned. During 
2020 and 2021, EM corporates proactively refinanced 
near-term maturities. As a result, the maturity wall faced by 
the asset class appears manageable in 2023 and 2024. 
Figures 12 and 13 below show the aggregate amount of 
maturing bonds in the CEMBI BD, bucketed by year of 
maturity. Comparing the aggregate amount of maturing 
bonds in 2023 with even the vastly reduced amount of  
new issuance in 2022 ($219 billion) suggests that there will 
not be significant refinancing stress for the next two years. 

For 2023 maturities, other refinancing alternatives may 
exist. Over the past several years, many EM countries have 
deepened local capital markets for corporate issuers. For 
example, Brazil recently exceeded R$1.2 trillion in issued 
debentures, a 20.9% increase since December 2021. In 
2021, Brazilian companies issued debentures and other 
financing instruments of R$179 billion. Brazil domestic 
issuance in 2022 was ahead of 2021’s pace. In India, the 
stock of local bonds increased over 21% during the last 
two years (ended September 30, 2022). Even with the 
turmoil in Chinese markets during 2022, CNH bond 
issuance is at record highs and face value outstanding 
bonds total over CNY1.2 trillion. While not all countries’ 

local capital markets can re-finance U.S. dollar issuances, in 
many, it is quickly becoming a reasonable alternative.

Positive Technicals

The technical picture for EM corporates is becoming 
increasingly positive in 2023. The reduced level of new 
issuance compared to amortizations and maturities during 
the year should result in significant negative net financing. 
As shown in Figure 14 below, net financing before 
tenders, buybacks, and calls has been positive every year 
since 2013, averaging an estimated $146 billion annually 
over the five year period. However, in 2022, net financing 
before tenders, buybacks, and calls was a negative $168 
billion. Including tenders, buybacks, and calls, net 

As of 30 November 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For illustrative purposes only.

0

50

100

150

200

250

300

2040+2030 - 20402025 - 203020242023

US
D 

Bil
lio

n

42 61

233

54

100

0

50

100

150

200

250

300

350

2040+2030 - 20402025 - 203020242023

87
121

313

156
109US

D 
Bil

lio
n

FIGURE 12: HIGH YIELD MATURITIES FIGURE 13: INVESTMENT GRADE MATURITIES

The combination of spread widening and 
steep increases in U.S. Treasury rates 
have now raised bond yields to levels that 
cushion against a reasonable additional 
spread widening or further increases in U.S. 
Treasury yields in the near term.

As of 31 December 2022. Sources: JP Morgan, Stone Harbor Investment Partners. For illustrative purposes only.

(US$bn) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023F

Gross issuance (a) 365 374 240 330 489 378 492 511 541 219 304 

Estimated cash flows (b = c+d) 121 158 190 204 257 267 303 351 356 387 324 

Amortizations (c) 55 77 102 118 173 171 199 239 244 285 238 

Coupons (d) 67 81 88 86 84 96 104 112 112 103 87 

Net issuance before Tender/Buyback/Calls (e=a-c) 310 298 137 212 316 207 293 272 293 (65) 67 

Net financing before Tender/Buyback/Calls (f =a -b) 243 217 50 126 232 111 189 160 185 (168) (20)

Tender/Buyback/Calls (g) 20 30 38 55 83 86 98 93 130 92 50 

Net issuance after Tender/Buyback/Calls (f=e-g) 290 268 99 156 233 120 195 179 167 (158) 17 

Net financing (k = f-g) 223 187 11 70 149 24 91 67 55 (260) (70)

FIGURE 14: EM CORPORATE NET FINANCING
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financing falls to a negative $260 billion. This reduction in 
outstanding bonds should help support valuations, once 
flows into the asset class turn positive. 

The tenders, buybacks, and calls amount is in line with the 
absolute quantum in previous years. However, many 
issuers have repurchased their bonds in the secondary 
market at prices well below par, taking advantage of 
current market dislocation. On the other hand, the volume 
of calls has been down significantly this year. Relative to 
gross issuance, the amount of tenders, buybacks, and calls 
is significantly higher than in previous years.

FIGURE 15: EM CORPORATE GROSS ISSUANCE
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We believe the resulting strong technical backdrop and 
expectation for asset class flows due to the relative value 
that EM corporates present to investors should result in a 
strong bid for secondary market paper.

CONCLUSIONS

The evolution of EM corporate debt is also a story of increasing investor confidence in an asset class that now is larger 
than investable hard currency sovereign debt and U.S. high yield, and marked by robust global investor demand that has 
kept pace with supply. This asset class growth has been the outcome of a sustained period of EM economic growth and 
orthodox macro policy, alongside stronger corporate governance and improving fundamentals. Credit quality has 
improved markedly through consolidation of leverage and conservative capital expenditure, and the index is now well 
over half comprised of IG issues. The breadth of EM corporate debt enhances diversification and the opportunity set for 
EMD and global fixed income portfolios, and has much broader active research-based security selection opportunities 
than the hard currency sovereign space (780 corporate issuers vs 160 sovereign/quasi-sovereign issuers).

After a volatile year, the EM corporate market will enter 2023 with a different profile than it began 2022. Russia was taken 
out of the CEMBI indices in March 2022 after the invasion of Ukraine. The Chinese property development constituency is 
now significantly smaller after more than 50% of the sector has defaulted. And, after the new issuance market being 
effectively shut for a good portion of the year, new issuance in 2022 fell to levels not seen since 2011. However, strong 
fundamentals, positive technicals, and historically high yields provide an optimistic scenario for positive returns in 2023.
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